Fiscal Note

BILL # HB 2439 TITLE: incometax brackets; inflation index
SPONSOR: Olson STATUS. House Engrossed

PREPARED BY: Jon tall

Description

Beginning in tax year 2014, HB 2439 would adjust the current brackets of taxable individual income in Arizonafor
average annual priceincreases. Adjustments would be indexed to inflation as measured by the Consumer Price Index
for metropolitan Phoenix (CPI). Brackets would not be adjusted down for annual decreasesin the CPI.

Estimated Impact

Using the most recent inflation measured by the CPI (2.75% in 2011), the Arizona Department of Revenue (DOR)
estimates the bill would reduce General Fund revenues by $(10.9) millionin FY 2015. JLBC Staff does not have
sufficient data to verify this estimate.

Analysis

The bill would adjust Arizona’s taxable individual income schedule annually for price increases, as measured by the
Phoenix CPI. For purposes of calculating state tax liability, these adjustments would prevent inflation-based
increases in income from being taxed at the higher marginal rate of a successive bracket. 1n an example where the
first bracket for asinglefiler isincreased 3% for inflation, $300 of income (from $10,000-$10,300) would be taxed at
the lowest rate of 2.59% instead of at 2.88% for the second bracket (see Table 1). The taxable income schedule used
for the 2014 tax year would be increased using 2012 CPI-measured inflation (most recent data). Brackets would not
be decreased in years when the CPI decreases.

Tablel
ARIZONA TAXABLE INDIVIDUAL INCOME SCHEDULE
Single? Married ¥
Arizona Taxable Income Rate Z Arizona Taxable Income Rate Z
$0 - $10,000 2.59% $0 - $20,000 2.59%
$10,001 - 25,000 $259 plus 2.88% $20,001 - $50,000 $518 plus 2.88%
$25,001 - 50,000 $691 plus 3.36% $50,001 - $100,000 $1,382 plus 3.36%
$50,001 - 150,000 $1,531 plus 4.24% $100,001 - $300,000 $3,062 plus 4.24%
$150,001 and over $5,771 plus 4.54% $300,001 and over $11,542 plus 4.54%
1 Or married filing separately.
2/  Themargina rates apply to income within the taxable income bracket. Capital gainswill be taxed at alower rate.
3/ Or unmarried head of household.

L ocal Government | mpact

Each year, incorporated cities and towns receive 15% of income tax collections from 2 years prior. Based on DOR’'s
estimate, this bill would reduce local government distributions by $(1.6) millionin FY 2017.
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